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Summary  There  have  been  many  papers  recently  (both  theoretical  and  empirical)  analyzing
the problem  of  income  inequality  in  China.  Most  of  them  usually  state  that  the  income  inequality
in China  is  growing  in  two  dimensions  —  among  the  regions  and  between  the  urban  and  rural
areas. Moreover,  an  opinion  that  reducing  the  inequality  must  be  connected  with  sacriﬁcing
some part  of  economic  growth  prevails.  These  results  seem  to  be  widely  accepted  also  by  the
media and  politicians.
In  this  paper  we  provide  evidence  that  the  income  inequality  remains  stable  in  last  years  and
that its  relationship  with  economic  growth  is  very  ambiguous.  Using  the  comparison  with  some
other countries,  we  document  that  the  inequality  in  both  dimensions  mentioned  above  does
not change  signiﬁcantly  faster  than  in  other  countries.
© 2016  Published  by  Elsevier  GmbH.  This  is  an  open  access  article  under  the  CC  BY-NC-ND  license
(http://creativecommons.org/licenses/by-nc-nd/4.0/).
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aIntroduction
Since  the  late  1970s,  People’s  Republic  of  China  experienced
the  period  of  dramatic  economic  development.  Growth  of
GDP,  followed  with  increased  disposable  income  and  liv-
ing  standards  was  accompanied  with  signiﬁcant  changes
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(http://creativecommons.org/licenses/by-nc-nd/4.0/).n  inequality  of  both  income  and  wealth.  These  changes
ppear  especially  in  two  dimensions  —  among  the  regions
nd  between  rural  and  urban  areas.  There  is  a  widely
ccepted  opinion  that  the  extent  of  income  disparities  is
ositively  correlated  with  economic  growth.  Thus,  China
aces  a  choice.  Either  it  has  to  face  all  the  negative  con-
equences  of  income  inequality,  or  it  has  to  sacriﬁce  some
art  of  its  growth  to  reduce  the  inequality.
The  goal  of  this  paper  is  to  document  the  recent  trends  in
hinese  income  inequality.  As  there  are  many  studies  in  the
iterature  focusing  on  older  data  or  longer  time  series  (see
or  example  Chen  and  Lu  (2009),  Sicular  et  al.  (2007)  and
 open access article under the CC BY-NC-ND license
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tudies  mentioned  in  following  text),  we  focus  mainly  on  the
ecent  data  (2000—2014  series).  The  structure  of  the  paper
s  as  follows.  First,  we  focus  on  the  development  of  income
nequalities  in  China  from  the  late  1970s,  its  probable  causes
nd  consequences.  Then,  we  brieﬂy  examine  the  relation-
hip  between  economic  growth  and  inequality.  The  survey  of
mpirical  literature  on  this  topic  is  also  provided,  then  possi-
le  alternative  outcomes  for  China  are  discussed.  Following
art  of  this  paper  is  dedicated  to  international  comparison
mainly  with  the  United  States)  of  main  inequality  indica-
ors.  In  the  end,  we  provide  the  conclusions  and  discuss
ossible  recommendation  of  further  policies  to  reduce  the
nequality.
hina’s disparities — a historical overview
iscussing  the  evolution  of  income  inequalities  in  China,  its
ost  war  history  can  be  divided  into  several  phases.  The  land
eforms  after  the  revolution  (1949—56)  were  followed  by  so
alled  ‘‘Great  Leap  Forward’’.  However,  this  period  of  eco-
omic  growth  was  broken  by  the  Great  Famine  (1959—61).
fter  the  post-famine  recovery  in  ﬁrst  half  of  1960s,  the
eriod  of  several  reforms  appeared  —  the  cultural  revolu-
ion  and  transition  to  reforms  (1966—78),  the  rural  reforms
1979—84)  and  the  post-rural  reform  connected  with  the
overnance  reform  and  opening  up  to  trade  (after  1985).
lthough  this  paper  focuses  mainly  on  the  period  2000  and
fter,  it  is  beneﬁcial  to  brieﬂy  comment  the  previous  phases
f  Chinese  economic  development.
irst  peak  of  inequality  —  the  Great  Famine
uring  the  initial  period  of  land  reform,  Chinese  govern-
ent  set  the  fastening  of  industrialization  process  as  one  of
ts  main  goals.  Redistribution  of  resources  from  agriculture
o  heavy  industry  was  followed  with  restrictions  of  labour-
obility  and  decreasing  of  agricultural  prices.  In  1958,
overnment  introduced  the  Hukou1 system  of  households’
egistration.  Strategy  of  promoting  the  urban  population  and
utting  most  of  the  resources  to  heavy  industry  helped  the
conomy  to  face  the  ‘‘Great  Leap  Forward’’,  but  was  broken
y  the  Great  Famine  in  1959—1961.  This  period  was  charac-
erized  by  a  huge  increase  of  inequality  in  China,  as  the  Gini
oefﬁcient  increased  from  0.235  in  1955  to  0.326  in  1960.
ost  of  the  economists  agree  that  the  main  cause  of  this
ncrease  was  the  dramatic  increase  of  disparities  in  income
istribution  between  urban  and  rural  areas.  Fan  et  al.  (2011)
alculated  the  difference  between  the  rural  and  urban  com-
onent  of  Gini  coefﬁcient  in  1955  as  0.066,  while  this  value
ore  than  doubled  in  1960.  Similar  values  were  obtained  by
anbur  and  Zhang  (2005).
1 Hukou is a term widely used in the public, although ‘‘Huji’’ sys-
em is more precise and correct term. It conﬁned the individuals to
 municipality of their birth to ensure that there was enough work
orce to produce sufﬁcient grain for the urban population.
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hanges after cultural reform and  results  of
penness strategy
n  the  second  half  of  70s,  government  shifted  its  support
o  agriculture  and  other  labour-intensive  sectors.  The  rural
eform,  increasing  the  farmers’  rights,  led  to  a  dramatic
ncrease  of  agriculture  production.  Growing  incomes  of  agri-
ulture  workers  decreased  the  inequality  substantially  —
he  total  Gini  coefﬁcient,  as  well  as  its  urban—rural  and
nland—coastal  components  reached  their  minimum  in  the
alf  of  the  80s  as  a result  of  the  mentioned  policies.
Since  1985,  the  income  inequality  started  to  rise  continu-
usly.  Government  strategy,  promoting  the  openness  to  the
est  of  the  world,  led  to  the  massive  development  of  the
reas  oriented  to  the  export  —  especially  Beijing  and  the
oastal  areas.  Boom  of  coastal  areas  was  also  strengthened
y  the  division  of  central  government  of  investment,  as  this
nvestment  to  coastal  areas  exceeded  the  sum  of  invest-
ent  to  central  and  western  areas  together  between  1999
nd  2005  (Fan  et  al.,  2011).
Inequality  measured  by  the  Gini  coefﬁcient  was  rising
n  till  the  year  2008.  Since  that,  the  Gini  coefﬁcient  val-
es  are  slightly  declining  as  a  result  of  new  government
olicies.  Central  government  realized  the  inequality  (both
n  rural—urban  and  inland—coastal  dimension)  as  a  seri-
us  problem  and  introduced  new  policies  and  reforms  to
ecrease  it.
As  mentioned  above,  Chinese  inequality  is  mainly  deter-
ined  by  the  regional  and  urban—rural  disparities.  Chinese
entral  government  applied  both  universal  and  selective
easures  for  their  reduction.  Implementation  of  the  sys-
em  of  minimum  wage,  ﬁghting  against  corruption  and
igher  pressure  on  administrative  efﬁciency  can  be  named
s  the  examples  of  universal  measures.  Selectively,  the
‘SanNong’’  strategy  made  the  issues  of  agriculture,  rural
evelopment  and  farmers  the  top  concerns  and  priorities
ecently.  Since  January  1,  2006,  China  government  has  abol-
shed  the  agricultural  tax  regulations,  it  also  relaxes  the
estriction  of  the  Hukou  from  this  year.  Also  the  share  of
ransfers  from  the  central  government  to  rural  increased.
rom  the  regional  aspects’  point  of  view,  major  infrastruc-
ure  construction  projects  were  launched  to  support  the
evelopment  of  the  Midwest  and  the  regions  were  given
he  policies  to  increase  the  openness.  All  these  policies  con-
ributed  to  the  reduction  of  income  disparities.
rowth and income inequality — is there a
elationship?
ne  of  the  most  widely  accepted  stylized  facts  (both  by
esearchers  and  politicians)  is  that  Chinese  inequality  is
at  least  in  the  short  run)  closely  related  to  the  eco-
omic  growth.  Assuming  that,  Chinese  government  faces  a
ilemma  of  either  accepting  quite  high  level  of  inequality,  or
acriﬁcing  some  part  of  economic  growth  to  reduce  it.  This
pinion  is  based  on  Kuznets  ‘‘reverse  U  hypothesis’’,  stating
hat  growing  per-capita  income  leads  ﬁrst  to  an  increased
nequality  (mainly  due  to  the  investment  and  human  capi-
al  of  high  income  groups)  and  then  starts  to  decline  when
Income  inequalities  in  China:  Stylized  facts  vs.  reality  61
0.0000
0.1000
0.2000
0.3000
0.4000
0.5000
0.6000
0
2
4
6
8
10
12
14
16
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
% Gro wth ( le axis) Gini (right ax is)
Figure  1  Development  of  Chinese  inequality  and  growth  (2000—2014  period).
Source:  OECD,  National  Bureau  of  Statistics  of  PRC.
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Source:  OECD,  National  Bureau  of  Statistics  of  PRC.
the  returns  from  investment  diminish  and  migration  occurs
(Fig.  1).2
It  is  clearly  visible  that  the  inequality  measured  by  the
Gini  coefﬁcient3 remains  quite  stable  in  last  ten  years,  while
the  economic  growth  ﬂuctuated  signiﬁcantly.  Correlation
between  income  inequality  and  economic  growth  is  positive,
but  very  weak  (0.0064),  as  shown  in  Fig.  2.
Serious  questions  appear  here.  Did  the  income  inequality
in  China  reach  its  limits?  Is  the  stable  (or  slowly  decreasing)
inequality  a  result  of  government  policies  adopted  recently?
Can  it  be  taken  as  a  long-run  trend?  And  the  main  question
—  if  we  admit  the  relationship  between  these  two  variables,
what  is  the  causality?  Answer  to  this  question  is  crucial  for
the  policymakers.  If  decreasing  the  inequality  becomes  the
2 See Kuznets (1955) for further details.
3 Standard Gini coefﬁcient is based on the formula G = (2covar(y,
ry))/ny,  where y is an income, ry is the correlation coefﬁcient
between income and the series of all individuals sorted from poo-
rest to richest and y¯ is the mean income. We adopted it for further
comparison as the most common measure of income inequality. Sev-
eral other measures can be chosen, their comprehensive list and
discussion of their properties can be found in Qin et al. (2009).
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ain  goal,  can  we  achieve  it  THROUGH  reducing  economic
rowth  (restrictive  policies  required),  or  will  the  economic
lowdown  be  a  CONSEQUENCE  of  reducing  inequality  (expan-
ionary  policy  required)?
If  we  return  back  to  Kuznets,  we  can  easily  use  his  theory
or  the  explanation  of  the  data.  Although  he  examined  the
ausality  from  growth  to  inequality,  we  still  must  take  into
ccount  that  he  examined  the  relation  between  inequality
nd  phase  of  economic  development  and  not  the  levels  of
DP  growth.  This  can  lead  to  the  result  that  China  reached
he  critical  point  of  development  and  future  growth  (slower
r  faster)  will  lead  to  inequality  decrease.
Other  approaches  can  be  also  found  in  the  literature.
agliano  and  Bertola  (2004)  or  Qin  et  al.  (2009)  examined
he  effects  of  inequality  on  economic  growth  and  found
erious  negative  relationship.  Chen  (2010)  tested  the  rela-
ion  between  growth  and  inequality  in  both  directions.  He
ound  that  while  the  effects  of  inequality  reduction  are  dif-
erent  in  the  short  and  long  run,  the  effects  of  growth  on
nequality  are  the  same  (negative)  no  matter  of  time  hori-
on.  Lundberg  and  Squire  (2003)  concluded  that  there  is  no
irect  link  between  growth  and  inequality.  Contrary,  they
re  a  common  outcome  of  other  processes  and  variables  in
he  economy.  For  further  literature  review  see  Chen  (2010).
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nternational comparison
nequality  in  China  is  widely  accepted  as  a  serious  problem,
hich  becomes  worse  each  year.  However,  if  we  compare
he  values  of  Gini  coefﬁcients  of  China  and  two  other
ountries,  that  are  commonly  accepted  as  the  most  devel-
ped  economies  (USA  and  China),  the  picture  becomes  not
o  unambiguous  (Fig.  3).
It  is  obvious  that  the  inequality  in  China  is  very  high,
ompared  to  the  other  countries.  However,  if  we  exclude
c
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ource:  National  Bureau  of  Statistics  of  PRC. and  Germany  (2000—2014  period).
he  start  of  the  millennium,  connected  with  a  huge  hike
f  Gini  coefﬁcient,  the  trend  in  Chinese  income  inequal-
ty  is  remaining  stable  or  slightly  decreasing  recently.
oth  Germany  and  especially  USA  are  facing  an  increase
f  Gini  coefﬁcients.  It  seems  that  recent  Chinese  poli-
ies  are  successful  in  decreasing  inequality,  but  there  is
 question  if  they  are  also  efﬁcient.  Most  of  those  poli-
ies  require  lots  of  ﬁnancial  resources  and  Chinese  debt
both  private  and  public)  become  another  serious  issue  in
hina.
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me  of  Chinese  provinces  (CNY,  2012).
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The  regional  dimension
As  mentioned  above,  disparities  among  regions  in  China
contribute  signiﬁcantly  to  the  total  values  of  Gini  coefﬁ-
cient.  Focusing  on  regional  differences  can  help  the  central
government  to  inﬂuence  the  inequality  in  whole  China.
Gross  disposable  income  per  capita  in  the  richest  province
(Shanghai)  exceeds  the  value  of  Tibet  almost  6  times,  as
seen  in  Fig.  4.
The  differences  are  extremely  high.  However,  this  data
can  show  signiﬁcant  bias.  Li  and  Gibson  (2013)  argue  that  the
system  of  evidence  based  on  Hukou  system  creates  a  bias  in
all  per  capita  variables  (GDP,  GDI,  etc.)  in  the  way  that  over-
estimates  the  values  for  rich  provinces  and  underestimates
the  values  for  poor  provinces.  As  all  the  data  are  based  on
the  ofﬁcial  registration,  there  are  many  inhabitants  who  live
and  earn  their  incomes  in  rich,  mainly  coastal  provinces,
although  they  are  still  registered  as  inhabitants  of  rural  parts
of  inland  provinces.  Thus,  both  regional  and  urban/rural
inequality  measures  based  on  per  capita  variables  are  over-
estimated.  Moreover,  as  the  reforms  in  registration  systems
are  not  implemented  in  all  provinces  at  the  same  time,
problems  with  double  counts  appear  and  bias  the  data  even
more.
Let’s  turn  the  attention  back  to  the  international  compar-
ison.  Fig.  5  shows  the  inequality  ratio  (measured  as  the  per
capita  gross  disposable  income  of  the  richest  region  divided
by  the  GDI  of  the  poorest  region).
Chinese  ratio  (Shanghai  and  Tibet  included)  is  very  similar
to  the  value  of  United  States.4 On  the  other  hand  Germany
shows  very  low  inequality  ratio,  although  it  still  faces  the
consequences  of  merging  relatively  poor  East  and  very  rich
West  Germany.4 The US value includes the ratio between District of Columbia
and Mississippi. If we exclude the DC, as it is not a standard federal
state, and use Delaware instead, the ratio drops down dramatically
(to 2,3). German value includes the per capita GDI of Bayern related
to Mecklenburg-Verpommern.
C
Ta,  USA  and  Germany  (year  2013).
rmany,  Bureau  of  Economic  Analysis.
onclusion
ncome  inequalities  are  still  a  real  problem  in  China.  It
egatively  inﬂuences  the  economic  growth,  increases  the
ressure  on  high  social  transfer  payments  and  can  be  also  a
otential  source  of  social  disturbances.  However,  the  situa-
ion  is  not  as  bad  as  is  usually  presented  by  media  or  some
conomists.  Chinese  inequality  measured  by  Gini  coefﬁcient
lightly  declines  for  last  10  years,  although  China  faces  solid
conomic  growth.
Recently  adopted  government  reforms  seem  to  be  suc-
essful  in  reducing  income  disparities,  although  this  goal
till  remains  as  secondary  one.  The  data  show  that  there
s  no  strong  relationship  between  growth  and  inequality,  but
f  such  relation  exists,  government  will  probably  focus  still
n  growth  as  the  main  objective  of  central  government.  As
ost  of  the  studies  conclude  that  inequality  affects  growth
egatively  in  the  long  run,  government  should  keep  their
ffort  in  reforms,  although  the  results  will  appear  lately.  As
e  documented,  the  regional  aspect  of  income  inequality
n  China  is  very  strong,  but  not  as  dominant  as  it  is  usu-
lly  considered.  Thus,  government  should  focus  on  policies
hich  are  more  universal  then  selective  for  poor  regions
 ﬁghting  with  bureaucracy,  implementing  the  education
eform,  supporting  efﬁciency  of  taxation  and  public  gov-
rnance  generally.  These  policies,  if  correctly  applied,  do
ot  put  the  burden  on  public  ﬁnance  while  having  long  run
ositive  effects.
ain data sources
National  Bureau  of  Statistics  of  PRC
OECD  Statistics  Database
Destatis  —  Federal  Statistical  Ofﬁce  of  Germany
Bureau  of  Economic  Analysisonﬂict of interest
he  authors  declare  that  there  is  no  conﬂict  of  interest.
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